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riIkfnoAum s4tential for the individual <:oqMUlies. Although this process is highly dynamic. we believe that open
nwkeu will be a net positive for tht telephone companies, since (1) they already have much of the wirelesslwireline
infrastructure in place to provide local exchange, long~istance and wireless service. and (2) upgrades to a
broIdba.nd wired network can be paid for through existing cash flow. In contrast. the long~istance and cable
companies will have to make substantial investments in facilities to compete with the Bells in their regions. In any
event. the regulatory/politicalljudici..i1 environment is a critical area to monitor, since it may create some investment
surprises, both positive and negativ.. Key issues that will have to be decided by the FCC and the state regulatory
conunissions include the methodology of pricing for unbundled telephone services; size, support and allocation of a
revised universal service fund; andipecific standards that constitute compliance with the local exchange checklist
for entry into long~stance and manufacturing. These issues notwithstanding, we InlWve tlull the environment is
IMviag ill a very positive dinctiollfor the telcos.

'The long~istance companies' fundamentals appear extremely positive. with pricing relatively stable since 1990.
access charges continuing to declille (although less so in mid-1996 to mid-1997 than in the past) and demand
expected to remain strong. If all of tnese developments occur, growth for most companies will be in the low to mid
teens area on the basic business. Ht·wever, we believe that risk in this sector is increasing because AT&T is again
losing market share at an accelerating rate, which may result in some new pricing programs. More importantly, Bell
entry in 1997 looms as a major thre<l. Fmally, both Sprint and AT&T wlB start to report their PeS start-up losses
in late 1996, which will put pressure on reported EPS. Based 011 all these factors, both the trUlgnitluk of our
«UJJiIIgI estimllUs and wllg-term ~rowth forecasts, and our degree of cOIl./itknce ill them, are kss tluua the
cOlUensus ill trUlIly cases.

We value the telephone company scocks with reasonably nonnal earnings at 90%-110% of the market multiple.
based on the ability of most companies to grow EPS at an above-market rate of growth after 1995. Since stocks of
the telephone companies are selling it a 15% discount to the market multiple, we think that the group is generally
attractive. with 25%-30% potential relative appreciation. We would be at least market-weighted in the sector. Our
current 1M (Buy, Medium Risk)-\1lted stocks include BellSouth, GTE, Pacine Telesis and SBC. but Bell
AtlaDdc and NYNEX also look attractive. due to the positive outlook for their proposed merger. We also like the
smaller telcos such as ALLTEL and Century Telephone, both 1M rated. Because of the aforementioned risks. we
pen:eive in long~stance. we are cautious on the stocks of the primary long~istanee carriers, AT&T and MCI
e-.UDications*.
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FUNDAMENTAL OUTLOOK: TEl ,EPHONE INDUSTRY

Telephone earnings growth has been ris mg since 1992. as a significant portion of telephone operations have become
regulated on an incentive (rather than a strict rate-of-return) basis. and wireless has become a meaningful portion of
total earnings and earnings growth for many companies. Earnings from telephone operations rose by about 4% in
1992, about 5% per year in 1993-94. bu I. jumped almost 10% in 1995. Many companies reported mid-teens eainings
gains in 1Q96. Total corporate 1995 Ei:>$ (which includes earnings from cellular and other businesses) rose 6%-7%
on an operating basis in 1995 (i.e., ~xcluding special charges such as FASB No. 106 and plant writedowns
associated with the shift to GAAP from regulatory accounting). However, these averages are depressed by some
weak results at individual companies. We thinle that most comptUl~s now lulve the pottntitll to grow ~kphoM

elU1lings at a 6%-8% raJe, wiJh tol4l orporaJe EPS growth in the 9%-12% rrmge as was rwpon.d in IQ96. This
pickup largely reflects an acceleration 11 growth of the basic telephone business due to the approvals by most major
state regulatory commissions of price.., ap regulation. This pennits the companies to retain most of their earnings
growth; as a result. the te1cos have beef me increasingly aggressive in their cost reduction and marketing efforts.

The keys to earnings growth for the innividual te1cos are state/federal regulatory treatment, ability to grow earnings
from telephone operations in a more CI ,mpetitive environment, success in unregulated businesses and the degree of
dilution from new investments. Specifically. the primary differentiating factors among telcos will be: (1) the ability
to avoid major rate cuts as commissions and/or legislators move away from strict rate-base regulation (this chanae
should be accelerated by recent tekcornmunications legislation); (2) obtaining fair regulatory treatment on
competitive issues including implementation of the Telecommunications Act of 1996 and dealing effectively with
competition from an operating standpoint; (3) developing a strong marketing capability; and (4) success in using
excess cash flow to eXpand/diversify outside of traditional telephone markets, on both a geographical and a product
basis. Because of the high costs of acquiring communkations companies in the UniUtl SlQUs, slltlnholMr
rwtums wiU most liJcely be enlumced through an intensive in-region stl'rlUD, wiJh ou1-of-rwgion UlyestIMlIts
WIIIIU primarily in the illlernatioMi Ina, where potential returns are signijieanlly higher t/uua in the UniUd
SttJus.

Competition has become a major issue for the telephone companies since it is clear that the local exchange business
will start to become as competitive in the late 199Os-at least in the business sectors-as the long~stanee business
was in the 19805. While competition will require the telcos to focus much more intently on cost reduction and
service enhancement than they have had to in the past, we think that for companies that can meet these competitive
challenges, in the fmal analysis. competition will be a positive for two primary reasons: (1) it will open up new
markets such as cable and long-distanc~ to them; and (2) it will (or already has) deregulated telephone earnings. As
indicated above. we think the latter=actor is particularly important because earnings of the large telcos have
historically been depressed by rate-ofretum regulation. Thus, this landmark regulatory change means increased
profit potential, as the telcos allocate capital on a return rather than an obligation-ta-serve basis. and sharpen their
marketing and cost management skills. In this regard, AT&Ts experience is instructive: Although the company has
lost about 40% of its market over the past 15 years or so, it is much more profitable, in both absolute and relative
tenllS, than it ever was as a regulated entity. Thus. we believe that loss of market share does not necessarily equate
to loss of profitability for regulated entIties. Whether this is also true for the telephone companies willlilcely not be
clear for several years, although we art optimistic on that score.

The above concern notwithstanding, w'~ think that EPS growth for many telephone companies will continue at much
higher than historic rates of 5%-6% due to the elimination of rate-of-return regulation; more aggressive marketing of
high-margined enhanced services; and the potential of entry into the long-distance (interlata) business. We believe
the latter can add 1%-2% to EPS growth, even assuming some loss of market share in the teleos' own toll business.
In that regard, the interlata long-distance market is several times the size of the intralata market. If the large telcos
can pick up market share in the former to the same extent that they lose market share in the latter, they should be net

beneficiaries. Also, the Bells can enter the interlata business easily and cheaply. and, because of their in-repon
IDIUket positions. achieve sizable market share positions in a short period of time. Based on all these considerations,
we think EPS growth for most telephone companies will continue at their recent 8%-12% rate over the foreseeable
future. Of this growth, about twa-thh rds to three-quarters is forecast to come from the basic telephone business
(including long-distance) and the rernander from wireless and international investments.
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AnotMr positiVI faetor for ~arninp growtJa is that competitil'~ prrsslUYs apfHtJI' libly to IH kss inU1IS~ thtut
lfUIIIy inl'~stol'S fIGI'. For example. broadband development by the telcos and telephony developments by the cable
industry have slowed due to cost and technology issues. We now anticipate that significant competition between the
two entities will not occur until smnetime after the tum of the century. At that point. all the elements (hardware,
software and consumer interest) are likely to come together to make interactive broadband services-vide<H>n
demand, interactive games, home shopping-a major source of new revenues, thereby mitigating competitive
pressures on traditional businesses. We also believe that there is likely to be some consolidation between the long
distance and telephone companies Nithin the next two years so that the actual number of competitors in anyone
market is apt to be fewer than the four to five that seems likely today. The potential for vertical integration is
enhanced by the recent merger anncuncements between SBCJPacific Telesis and Bell AtlanticlNYNEX. We believe
both of these consolidations are ,Iearly positive from the companies standpoints in terms of the potential for
additional cost reduction, marketing leverage, and retention of long-distance traffic.

In our view, the major uncertainty l,t the above positive outlook is regulatory/political developments. In this regard,
the 1996-97 period will be critic.il due to the implementation of new legislation by the state public utility
commissions (PUCs) and the FCC. While there clearly is the potential that some of the regulatory rulings could go
against the telcos, we think the industry has been extremely effective over the past several years in dealing with state
commissions, the FCC, and Congress and we see no reason why this record will not continue. Obviously, however,
this is an area that needs to be monitored closely by investors. On the state levels, most of the large telcos are not
particularly vulnerable to rate cuts ,:a major exception is V S West) since most of the cases involve rate plans or
structures rather than rate-of-retum reviews. In summary, FCC and State Commission decisions during 1994195
were favorable to extremely favorable for the telcos, and all evidence thus far points to fair treatment of the telcos as
the industry evolves toward competitive provision of services.
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FUNDAMENTAL OUTLOOK: LO'JG-DISTANCE INDUSTRY

Earnings for long-distance companie have generally been strong since about mid-I99I, as pricing finned and
volume improved. The latter has beer running at a 10% rate, with revenue growth in the most recent quarters in the
7%-8% area. As a result, operating if come growth in the long-distance arena has ranged from the low teens to the
20%-plus area. From a corporate standpoint, the operating income growth in long-distance has not fully translated
IOto comparable EPS growth for A r&T and MCI. The fonner has been hurt by both weak results in its
manufacturing operations as well as 11e dilution from Its investment 10 cellular and wireless. MCrs EPS in 1995
were penalized by the deleveraging ot Its balance sheet through sale of shares to British Telecom and the subsequent
Investment of those funds tn initially jilutlve ventures. such as MCI Metro and SHL Systemhouse. Sprint will be
gomg through this same process In ! /96 through the sale of a 20~ interest to the German and French telephone
companies, with the reinvestment 01 those proceeds In Its jomt wlrelessllocal exchange partnership with several
major cable companies.

All of these activities reflect efforts b the long-distance companies to move away from being a commodity provider
of long-distance services and instead providing propnetary or semi-proprietary packages of services (networkMCI
BUSlJ'.'ESS) as well as a controlled eld-to-end (local. long-dIstance. and wireless) capability in order to effectively
(ampete with Bell entry into long-d stance. These actions. which put pressure on EPS, together with the long
distance industry's strong oppoSition :0 recent telecommunications legislation. evidence the industry's recognition
of its vulnerability to local exchange.:ompetition. Thus, notwithstanding good recent operating results, we think
the long-distance industry is in a ransition phase that could last another two to four years as it seeks to
reposition itselfas a full-service prmider and lessen its competitive vulnerability to the BeU companus.

Ultimately. these efforts are likely" involve consolidations/alliances between the long-distance and either the
telephone or cable companies becaweo of: (I) the prohibitive cost of long-distance companies prOVIding facilities
based local exchange networks for r 'sidential and small business customers, and (2) the ability of the cable and
telephone companies to maintain a relatively high rate structure for access to residential and small business
companies due to limited facilities ompetition All of thIS means that as the telephone industry becomes less
regulated. the profitability of the trar sport functIOn will increasingly come from the residential and small business
market, where there is likely to be su)stantially less access competitIon than in the large business sector. Thus, the
long-distance companies have to be able to obtain true cost-based access to the residential and small business
customer in order to serve these mar';ets on a profitable baSIS. Until the individual companies resolve this issue, it
will be difficult to defIne their long-l ~nn growth outlook. In this regard, Sprint appears to have the best strategic
position because of its partnership Q rrangements with several of the major cable companus although the extent
to which this will carry over into wir-line tu:cess is not clear

In summary, earnings of the major 10 19-distance companies may be below expectations in the next few years as: (1)
they expand into wireless and loca exchange businesses, and (2) the Bell companies successfully enter long
dlstance in 1997. In particuUu, we "hink EPS of the m4jor long-distance companies could be flat or down post
1997 as a result of these two ftu:tors. Indeed, earnings in 1997 could be pressured if the Bell Companies get early
entry into long-distatu:e and can pit: k up 5% or so market share during the year. The experience of the sm4ller
companies such as AUTEL, Century, and SNET that have recently moved into long-distance is that 15%-20%
market share gains can be fairl}' eaJ ily obtained by telcos entering long-distance. Our five-year growth forecasts
(shown in the statistU:aJ sectWns bel, .w) assume modest or no EPS growth post-1996.

(~VESTMENT VALVAnON: TI LEPHONE AND LONG-DISTANCE

Based on the prospects for Iightenec regulation and Improvmg growth potential for telephone operations, the cash
flow value of cellular businesses, an. i the high quality of earnings (as measured by cash flow and capital structure),
we believe that most telephone comp my stocks should sell at 90%-110% of the market multiple (S&P 5(0) based on
estimated 1996/1997 EPS. This vall ation basically is a composite arrived at by assigning a multiple of 0.85x..Q.95x
telephone/publishing earnmgs plus tl e public market or investment value of other businesses, such as cellular. long
distance or mternational investment> thiS valuation perspective also reflects the Smith Barney economic outlook
that EPS growth for the S&P 500 a 1er 1995 IS likely to be only about 5%-6%. a performance that we expect the
telephone companies to handily eXC' cd on their current earnIngs bases. i.e .. excluding major future acquisitions or
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entry into cable or long-distance. lndeed. we think the telephone operations alone could grow at or above a market
rate over the next several years. mggesting that valuations on telephone operations could be closer to a market
multiple. with overall corporate valuations at a 1O%-<>r-better premium to the market. However. using
approximately a market multiple laluation, most of the RBOCs and GTE are selling at 15%-20% discounts to this
target. Thus, w, v~w tlees, stoch as tIIt1'aetive, particularly for inv,stors who are coru:emed about the IlltU'lut
outlook.

Aside from valuations resulting f·om a sum-of-the-parts analysis. the conceptual rationale for assigning close-to
market multiples on traditional,egulated businesses-which historically have sold at greater discounts to the
market-is the longer-term potential of the companies to move away from rate-<>f-return regulation and expand the
breadth of services delivered thrcugh the telephone network. As noted. however, there is major concern among
investors about the outlook for elephone earnings because of IOcreased competition. The issues involved in
competition-how aggressive it WI II be, how capable the companies are in dealing with competitors, the extent to
which increased competition ei,pands the overall business; and the regulatory/governmental response to
competition--will take several years to resolve. Meanwhile, this competitive uncertainty may act as a damper on
stock valuations, despite what WI believe will be favorable earnings growth trends over the next several years.
Nonetleeuss, in our v~w, the teul'hone stocks are quite a.ltractive at cUn',nt prices.

In sum"""Y, w, belkv, thlll tlu stocks of the large teuphone companus continue to be attractiv, tUspiU GIl

iMreflS,d tUgre, of uru:,rttJinty about their outlook.. In this regard, how,ver, the stocks have given up most of
tlNir relllliv, gGin of2H95-early 1996 and we believe this uru:ertllinty has been overly discounted. W, raJe most
of tM dom,stic teuphone stocks 1M (Buy, Medium Risk) or 2M (Outperform, Medium Risk) bas,d on
apprecitltWn pot,ntiIJI of 25%-30% rellllive to our price targets, Our Buy rated stocks are AUTEL, Century
T,uphone, GTE, B,USouth, Pacdic Teusis and SBe

As noted. the long-distance companies have the potential to report EPS growth on their core businesses in the low to
mid-teens if current traffic grow h rates persist. pricing remains stable and access charges continue to decline.
However, for the major carriers, this is likely to be at least partially offset by the cost of new investments and
balance sheet deleveraging. ThL! S, we think that average reported EPS growth rate for the major long-distance
companies in the two-year (19%·98) period will be below that of the tekos. Further, as noted above, the EPS
growth outlook post-1996 is murk 'I at best because of the potential impact of Bell entry into long-distance and costs
associated with wireless entry. All of this means that stock valuations of the long-distance companies are unlikely to
improve. For tleese reasons, we ontinue to be cautious on the stocks of the Iong-distaru:e companies relllliv, to
current growth rates.
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URGETELCOS

Point of View: Differentiating fact, )rs among the large tekos are narrowing as states adopt incentive regulatory
arrangements and as earnings frc m unregulated businesses (i.e excluding Pacific Telesis and U S West
Communications Group), particularl cellular and international, become a smaller contributor to EPS growth. In our
opinion, deregulation of many servl.:es and/or other incentive earnings arrangements combined with entrance into
new business sectors. such as long-dstance and broadband services. should be long-tenn positives for the group. and
should more than offset the impact \ f increased competition. Operating EPS rose only about 2% annually in 1988
91. compared with the 6%-8% rate" f 1985-87. due to the flanening out of telephone earnings as a result of rate-of
return constraints. This growth ral, improved to about 5% for the industry in 1992. and 6%-7o/c in 1993-94. It
further improved to 8%-12o/c for mai ,y companies in 1995. and we expect it to continue in this range. since the dilute
Impact of new Investments shaull have largely bonomed out IT1 1995-96 and telephone eMnings growth is
accelerating.

Biggest Concerns: Overpaying for ,:quisitions; regulatory decisions related to the 1996 Telecom Act.

Ameritech COrp. (AIT·NYSE)

Comments, Solid, well-run company with 100%
pnce-cap regulation of its telephone operations.
Cellular exposure is below average, but operating
results are outstanding. Likely to be one of first Bells
imo long-distance 2L (Outperfonn, Low Risk),

Pnce (5/21/96) $59 EPS 1997E $4.20
52-Week Range $67-$42 EPS 1996E(a) $3.81
Indicated Div $2.12 EPS 1995A(b)$3.41
Yield 3.6% EPS 1994A(c)$3.07
BV/Share (IQ96)$13.13 Pncell997E 14.0x
la) Excludes so 161n charges In lQ (bl Excludes a gam of SO 29 In 1095,
an SO 08 gam In 3095 (c) E~c1udes S5 02 In charges

ReI. Val. (S&P SOO)
1991-95 PIE O.85x
1997 Target PIE I.02x
Price Target $72

EPS Growth 100%
DPI Growth 5.4%

1996-2000 GrolNth Sets.

i a) Excludes so 16 In charges In IQ
Ib) Excludes a gain of SO 29 In 1095 an SO 08 g ,n In 3095
(c)Exciudes S5 02 In charges
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Bell Atlantic Corp. <BEL-NYSE)

Price (5/21/96) $64 EPS 1997E
52-Week Range $75-$53 EPS 1996E
Indicated Div $3.07 EPS 1995A
Yield 4.8% EPS 1994A
BV/Share (lQ96) $15.69 Pricell997E
'a) Excludes $0 42 In gains (b) Excludes 5526 in net charges

$4.68
$4.28

(a) $3.91
(b) $3.53

136x

093~

1 O:':~

$83

ReI. VaL IS&P 5(0)
1991-95 PIE
1997 Target PIE
Pnce Target

9.5%
14%

EPS Growth
DPI Grov.1h

1996-2000 Gro"'1h Sets

.............~~ .. ~ - - - .... ,. - _. - - . - . r. 4 ,r .

FL---t+1~:: ~t·~~;?·:~~.'_.

(al Excludes $042 In gams
Ib) Excludes SO 02 In charges In lQ & S~ 20 3Q and SO 04 In 4Q
I.C I Excludes SO:; I In net charges

Comments. Telephone business operates in a highly
competitive environment, but cost and rate structure
IS one of best in industry. Company has above
average cellular position, with 34 million domestic
POPs, and is a leader in developing broadband
services for talc delivery. Merger with NYNEX
~hould strengthen earnings growth outlook and
competitive position. 2M (Outperfonn, Medium
Risk)

BellSouth COrD. <BLS·NYSE)

Price (5/21/96) $42 EPS 1997E
52-Week Range $46-$29 EPS 1996E
Indicated Div $1.44 EPS 1995A
Yield 3.5% EPS 1994A
BV/Share (1Q96) $12.57 Pricell997E
I a) Excludes SO J5 gam from the sale of paglOg operation
,b) Excludes a 5274 charge in 2095 and SO 73 10 lQ%
c I Excludes SO 07 net gain.

$2.80
(a) $2.50
(b) $2.24
(c) $2.07

14.8x

1996-2000 Growth Sets

EPS Grov.1h 11 0%
DPS Growth 4.3%

ReL Val jS&P 500)
1991-95 PIE
1997 Target PIE
Price Target

093,
10h

S50

la/ Excludes SOJ5 gam from the sale of pag ng operation
(bl Excludes a 52.74 charge In 2095 and $(' '1 In I(fl(:J
(c) Excludes SO 07 net gam In 1094
(d) Excludes $0 94 In net charges

Comments. Company has strong telephone operating
outlook. with 70% of teko revenues under price-eap
regulation, significant opportunities to cut costs. and
below-average vulnerability to competition. Company
has superb domestic cellular operation and attractive
International cellular position, primarily in South
America. Wireless business (domestic. international,
and data) should boost EPS by 3%-5<7c 1M (Buy,
Medium Risk) .
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GTE COrp. (GTE·NYSE)

09h
I 05x

S56

$3.18
(a) $2.88
(b) $2.61
(e) $2.38

14.lx.

ReI. Val. (5&P 500)
1991-95 PIE
1997 Target PiE
Pnce Target

EPS Grov.th
DPS Growth

1996-2000 Growth Ests

Price (5/21196) $45 EPS 1997E
52-Week Range $49-$32 EPS 1996E
indicated Div $1.88 EPS 1995A
Yield 4.2% EPS 1994A
BY/Share IIQ96) $7.22 Price/1997E
al Excludes so 01 gam In IQ ib) 1995 Excludes $482 In charges Ic)
! 994 Excludes SO 05 In charges

$O.66E
$0.60
$0.55
$0.51

ra) Excludes $001 gain in 10
Ib) Excludes $4 82 In charges
i c) Excludes $0 05 In charge'
Id) Excludes $127 in charges. bUT Includes gal from sale Df cellular
;nreresLs

Comments: Company has strong position In

telephone and cellular. Telephone has above-average
operating growth characteristics due to potential for
cost reduction. high demand growth. and below
average competitive exposure. We believe that both
telephone and cellular results are improving, and
should generate corporate EPS growth of at least
IOOr 1M (Buy. Medium Risk)

NYNEX Corp. (NYN·NYSE)

Price (5/21196) $47 EPS 1997E
52-Week Range $59-$38 EPS 1996E
indicated Div $2.36 EPS 1995A
Yield 5.0% EPS 1994A
BY/Share (lQ96) $14.06 Pricel1997E
,al Excludes SOOl gam m 10 but mcludes a SO D charge In ~Q

I b I Excludes SO 05 gam In 30

$4.00
(a) $3.65
(b) $3.27
(c) $2.78

11.8x

086x
lOx
$64

ReI. Va!. (S&P SOO)
1991-95 PIE
1997 Target PIE
Price Target

8.5o/c
0%

1996- ZOOO Growth Em

EPS Growth
DPS Growth

$O.83A
$0.72
$0.69
$0.81

(al Excludes SO II in gains
(b) Excludes SO.O I gain in 3Q but Includes a $ 33 chg In 4Q
Ie) Excludes SO OS gam In 3Q

\d) Excludes $4.08 in nel charges

Comments: Price,ap agreements in New York and
Massachusetts have significantly improved NYN's
earnings outlook. and the company has major
potential to cut costs over the next several years.
Cellular and other non-telco operations are smaller
than average. although recent investments outside the
t:mted States are starting to be material. EPS growth
expected to be strong in 1996-97 due to cost cutting.
Merger with Bell Atlantic a major poSitive. 2M
(Outperfonn, Medium Risk)
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Comments' Revenue and EPS growth improving due
to absence of rate cuts but results in 1997 will be
down because of costs associated with PCS and
broadband development. However, post-I998, EPS
could be strong as PAC markets integrated (local,
long-distance and wireless) services to one of the best
telecommunications markets in the world. Recently
upgraded to 1M (Buy, Medium Risk) based on price
weakness. Price target based on acquisition by SBC
on ba.<,is of 0733 share of SBC.

Pacific Telesis Group (PAC·NYSEl

0.93,x
NM
S46

$2.35
$2.60

(a) $2.46
(b) $2.77

14.4x

ReI. Val. <S&P 500)
1991-95 PIE
1997 Target PIE
Price Target

EPS 1997E
EPS 1996E
EPS 1995A
EPS 1994A
Price!1997E

3.5%
0.0%

$34
$35-$26

$1.26
3.7%
$5.11

1996-2000 Growth Ests

EPS Growth
DPS Growth
NM= Nor Mearungful

Price (5121196)
52-Week Range
lndicated Div.
Yield
BV/Share (lQ96)
Ia) Excludes SO.05 in charges
'bl Excludes $7 84 In charges
'c) Excludes SO 04 gam In 1094 SO 07 charge in 2Q

$0.61
SO.67E

1994 c $0.68 $0.72
(a) Excludes SO 05 in charges
(b) Excludes S7 84 in charges
(c) Excludes SO 04 gain In 1094 SO 07 charge in Q

SBe Communications Inc. (SBe·N¥SE)

(al

(bl Excludes so 04 charge for peso devaluation in 1095. 54 63 clwge for
FAS No.7 I in 3095 and $002 in IlCI gains in 1Q%
(el Excludes SO 06 clwge in 4Q94

Price (5/21196) $50 EPS 1997E $3.65
52-Week Range $60-$43 EPS 1996E (a)$3.42
Indicated Div $1.72 EPS 1995A (b)$3.08

Yield 3.5% EPS 1994A (c)$2.80
BV/Share (IQ96) $10.57 Price/1997E 13.6x

O.96x
I07x

S63

ReI. Val. <SiP 500)
1991-95 PIE
1997 Target PIE
Price Target

EPS Growth 10 1%
DPS Growth 5.4%

19%-2<XX1 Growth Ests·

(a) Excludes SO 04 charge for peso devaluatiOl In 1095.5463 clwge for
FAS 7\ in 3095 and SO.02 in net gains in 1~
(b) Excludes SO.06 clwge in 4Q94
(c) Excludes $025 in charges.
(d) Excludes charges of SO 02 in IQ and SO.04 n 3Q.
(c) Excludes charges of SO 14 in 2Q and SO 08 n 4Q

Comments: Company is extremely strong
fundamentally. with attractive positions in telephone,
wireless and international. Company has premier
domestic cellular holdings that should boost corporate
EPS growth by 4%. plus attractive international
position through 10% ownership of TELMEX.
although peso devaluation will cut 1995-96 earnings
from that source. SBC's diversification/expansion
achievements have been outstanding and believe
proposed acquisition of PAC is a positive. lL(Buy,
Low Risk).
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US WaC Commyniq_ Group WSW-NY$El

Comments: Target stock that represents US West
Inc. s telephone operations We value USW at 536.
Earnings should be flat through 2H96. as company
Improves service quality and re-engineers network.
Company is still under rate-of-return regulation and
may have difficulties moving into price-cap
regulatIOn on reasonable terms. 3M (Neutnl,
Medium Risk)

O.9h
O.82x

$36

S2.58
(a) 52.42
(a) 52.3.5
(b) 52.42

13.0x

ReI. Val (S&P 5(0)
1991-95 PIE
1997 Targel PIE
Price Targel

5.5%
0%

1996-2000 Growth Ests·

EPS Growth
DPS Growth

Price (5/21196) $34 EPS 1997E
52-Week Range S38-523 EPS 1996E
Indicated Div. $2.14 EPS 1995E
Yield 6.3% EPS 1994A
BV/Share (lQ96A) S7.36 Price!I997E
ia) Excludes SO 08 in charges for swilch to SFAS .121 in IQ
I a) EAciudes SO 15 In one·time gains.
'bl Excludes S043 from the sale of cenaln assets

(a) Eltcludes SO 15 In one·time gains
(b) Excludes SO.43 from the sale of ~rtain assets
(c) Excludes 5906 In nel charges and SO 10 ,n net charges from
diIconlinued operations.
(d) Excludes S4J I in net charges and SO 25 ~. un from discontlnued
opctItions
(e) Eltcludes nel charge of S1 44 in 4Q

S23

$(0.05)
$0.05

(a) $0.13
$0.23

NM

ReI Val· (SAP 500>
1997 Price Target

EPS 1997E
EPS 1996E
EPS 1995A
EPS 1994A
PriCe!1997E

NM
1996-2000 Growth Ests.
EPS Growth

US West Media Group <UMG-NYSEl

Comments: Target stock that represents U S West
Inc.'s non-telephone assets: directory publishing, and
domestic and international cable and wireless.
UMG's investments can have a wide range of
valuations. EBITDA growth should be in the 20%
range over the next two years and 10%-15% after
1997 2H (Outperform, Hip Risk)

Price (5/21196) S19
52-Week Range $22-$ I7
Indicated Div. Nil
Yield Nil
BV/Share (lQ96A) $0.02
I.a~ EAcludes so 19 in one·time gains.

vA:
.....~~ .

(a) Eltcludes SO 19 In one·time gains
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INDEPENDENT TELCOS AND OTHERS

Point of View: The independenteiephone companies typically are more profitable and face less competition than
do the Bell Companies. This retl~cts a combination of favorable factors. primarily: (I) less regulatory scrutiny;
(2) somewhat faster demand gro", 'h; and (3) the low-denslty nature of most of their territories. Thus. their operating
risk/return profile is ex.tremely attactive. In addition. most of them have greater relative cellular exposure with less
potential competition-at least If the early years-from PeS services. since new operators are expected £0 focus
mitially on service to major cities Finally, because of the ongoing consolidation in the industry. many independents
have been successful in expandilg through acquiring smaller telephone and cellular properties. For all of these
reasons, the Independent telephon> companies generally have EPS growth rates in excess of 10%. The one potential
negative In the independents' oUt look is increasing regulatory and legislative focus on universal service subsidies
that go to the smaller telcas

Major Concern: Current high eamings levels at telephone operations. which may result in more regulatory attention
in the future. particularly as the v, nale subsidy process gets reViewed.

ALLTEL Corp. (AT·NYSE)

lOlx
lh
$42

52.25
(a) 51.95
(b) $1.76
(c) $1.60

14.5x

ReI. Val. (S&P 500)
1991-95 PIE
1997 Target PIE
Price Target

EPS 1997E
EPS 1996E
EPS 1995A
EPS 1994A
Pnce/1997E

EPS Growth II .0%
DPS Growth 80

1996-2QQQ Growth Ests.

Pnce (5/21/96) $33
52-Week Range $36-$24
Indicated Div $104
Yield 3.2%
BY/Share flQ96) $10.86
,a) EJtcludes SO aI 10 charges 10 IQ
Ib) 2095 el\c1udes SO 09 gain and 1Q96 el\cludes $001 gain.
I c I 4Q94 el\cludes SO 17 due to a laJl charge on certain assets.

$USA
$0.41
$0.38

1993 d $0.34 $0.34
(a) EJtcludes SOOI 10 charges In lQ
(b) 2095 e,;c1udes $0.09
(c) 4094 el\cludes SO I7 due lO a laJl charge lfl certain asset~

(dl Numbcl1i restated. lQ el\c1udes $006 et! rge

Thesis: Well-run telephone company with significant
unregulated activities principally in cellular. software
services and distribution. Telephone earnings growth
expected to be below potential 6%-8% rate due to
current high levels of profitabi Iity. Cellular and
InfonnatlOn Services (formerly Systematics) have
been significant contributors to EPS growth. although
recent results at IS have been slipping due to

consolidation in banking industry.
1M (Buy, Medium Risk).

.....AUTEL is Our Top Pick of the Year* *

Biggest Concerns: Current telephone earnings level;
pickup at Information Services (i.e. new contracts).
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Century Telephone Enterprises <CTL-NYSEl

Price (5/21196) $32 EPS 1997E $2,47
52-Week Range $36-$27 EPS 1996E (a) $219
Indicated Div. SO.33 EPS 1995A (b) $193
Yield 1.0% EPS 1994A (c) $164
BY/Share (lQ96) $15.28 Pricell997E 129x
la) Excludes a 50.01 charge for tem\lnanon of GO Communacations fbi
Excludes a 50 03 gain (e) Excludes a 50 16 gam

Biggest Concern: Ability to sustain or Improve
already high returns on telephone operations.

I 12x
!lx
$44

ReI. Val (S&P 500)
1991-95 PIE
1997 Target PIE
Price Target

1996-2000 Growth Ests.

EPS Growth 109%
DPS Growth 123%
NM= ~Ol "Aeanmgful

Thesis: Company has built strong. contiguous
cellular and telephone operations in upper Midwest
and South. eTL has 7.1 million cellular POPs. which
glYes It 5x-6x the cellular exposure of the large teleos.
1M (Buy, Medium Risk).

$0.31 $0.32

ClIart C,""'""" of MMlSIi<ld ( an Scm<:<

(a) E~cludes a 5001 charge for temunaoon of! D Communications
Ib) Excludes a 5003 gain.
IC) Excludes a SO 16 gam on the sale of assel~ n 4Q94
'd) IQ e~cludes SO 02 gam; 2Q e~c1udes SO 0. <:redll

Price (5/21/96) $12 EPS 1997E $0.90
52-Week Range $13-$10 EPS 1996E $0.82
Indicated Div. (a) EPS 1995A $0.73
Yield 6.4%E EPS 1994A $0.72
BY/Share (1Q96E) $6.92 Price/1997E 13.5x
a) DiVIdend IS paid in stock and set annually on a targeted yield

basIS

Citizens Utjljties# (CZNA-NYSEl

107
o9x
$14

ReI. Va). (S&P 500)
1991-95 PIE
1997 Target PIE
Price Target

9%
0%

EPS Growth
DPS Growth
NM= :'Jot Meaningful

1996-2000 Growth Ests.

H""'~~CITUfitfS!JTIt,. CL A
•

Figures adjusted for annual stock diVIde 'I(]

Thesis: CZNA is a broadly diversified utility with
operations in telecom. electric. gas. and water and
wastewater services. It has a 51-year record of
consistent earnings growth and a high-quality balance
sheet. New management has been rapidly ex.panding
telecom poSition through acquisitions.
3L (Neutral, Low Risk)

Biggest Concerns: Changes in telephone subsidy
levels.



COMMI Qn, (CQ.NXSll

~ (5121196) 530
52-Week Range 533-S17
IndicaIed Div. $0.78
Yield 2.6%
BVlShare (lQ96) $17.50
(a) I!IdlIdeI SO.12 ill dlIIJeI.
(1) EadudeI so. 13 ill c:baqa.

1.03
NM

$35·$44

$0.90
$0.15

(I) $0.92
(b) S1.70

NM

RA YII, CMf JQQ)
1991·95 PIE
1996 Ttraet PIE
Price 1UJet

EPS 1997E
BPS 1996E
BPS 1995A
EPS 1994A
Price!1997E

1~.O'JII
O.O'JII

EPSOrowdl
OPS Growth

14

OlIn C"""", of MlNfieId OlIn SeMce

COMSAT COrp. Quarterly EPS

(a) Excludes SO 12 In ehatgl:s.
(b) Excludes SO 13 in ciwIa
le) IQand 3Q excludes SO.07 In e!lar'la InC! n:II MlI.

(d) Excludes $0 60 in ehatgl:s.
(e) Excludes $070 charge for FASB No. 106

Ihuia: Reponed EPS being hurt by Ascent
EntelUinment (publicly traded under GOAL),
higher interest expenses because of new
investments and slugaish results at Mobile. Despite
the lackluster earnings outlook. the stock appears
cheap and could be helped by funher spin-off sales
of operations and the potential for privatization of
Innwsat, INTELSAT in 1997. Stock was recently
downanded to 2M (Outperform, Medium RIIk)
due to price appreciation and deteriorating eaminp
outlook. Value stock at 2x-2.5x book value.

ai•• Coocems: Flattening demand in Mobile;
increased satellite competition.



Frontier Corv.' (FRQ-NXSEl
Price (5/21/96) $30 EPS 1997E $2.05
52-Week Range $33-$20 EPS 1996E (a) $1.75
Indicated Div. $0.85 EPS 1995A (b) $1.35
Yield 2.7% EPS 1994A $1.12
BY/Share (IQ96) $5.50 Pricel1997E 14.8x
fa) Excludes SODI In charges In lQ (b) I994A. 1995A. 1996E esnmates
an: pro-forma for ALe acq

3095 excludes SI 25 in charges and IQ96 excludes SO.02 charge

15

1996-2000 Growth Ests.

EPS Growth 12.0%
DPS Growth 4.9%
"IA· "lot Available

ReI. Val. (S&P 500)
1991-95 PIE
1997 Target PIE
Price Target

100
I 1x
$38

1994 $O.l! $0.27
(a) Excludes SO.01 in charles in lQ
(b) 1994A. 1995A. I996E estimates an: pro-fonr, for ALe acq
3Q9S excludes S125 in charges and 1Q96 exch Ies SO 02 charge

Thesis' FRO is a medium-sized, diversified
telecommunications company with a strong operating
position In telephone and long-distance. Over the
past several years, the company has had rapid growth
in both revenues and earnings as a result of aggressive
acquisitions of small, fast-growing independent
telephone companies, rapid expansion of long
distance, and continued growth in cellular. Post
merger with ALe has made it a major long-distance
player, with about half of operating income coming
from that sector. Stock rating recently upgraded to
2M (Outperform, Medium Risk).
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0.80>;
0.76>;

$52

$3.45
$3.15

(a) $2.72
$2.77

12.8x

ReI Va!. (S&P 500)
1991-95 PIE
1997 Target PIE
Pnce Target

90%
34%

1996-2000 Gro'Nth Est5

EPS Gro....lh
DPS Growth

Thesis SNET is small, full-service telecom company
servmg virtually all of Connecticut. Company is
cutting costs on telephone operations, which are
expected to grow at rapid rate in 1996-97. New
management has made major investments in cellular
and long-distance, and plans accelerated rollout of
statewide broadband networks, These investments
offer potential for substantial earnings gains post
1996 Lucrative Connecticut market is expected to
attract a lot of competition as Commission opens
market in 1996. 2M (Outperform, Medium Risk)

Southern New England Telecommunications
Corp.' (SNG-NYSE)
Price (5/21/96) $43 EPS 1997E
52-Week Range $46-$36 EPS 1996E
Indicated Div. $1.76 EPS 1995A
Yield 4.1 % EPS 1994A
BY/Share (1096) $5.90 Price/1997E
al Excludes so 12 In net charges and S10.54 per shan: charge

31 Exdudes $0 12 In net charges and $1 I) 54 !X.,hare charge In IQ96

Biggest Concerns: Ability to sustain current growth
after conclusion of significant cost reduction in
telephone operations; competitive pressure.
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WNG-DISTANCE

Point of View: The long-distance Illdustry is currently benefiting from a stable price structure and good demand
levels. With access rates likely to decline gradually over the next few years, there is the potential for continued well
above-average growth rates. Howe\,er, we believe that with the spectre of the Bells being allowed into long-distance
within 12-24 months. uncertainty atout investment andlor strategy for competing in the local exchange market, and
potential for pricing weakness, thtre is a substantial degree of uncertainty about the earnings outlook for the
Industry We don't have a high degr~e of confidence in our long-tenn growth rate forecasts but we think EPS growth
post-I 996 could be flat or down for he major carriers

Major Concern: Bell entry tnto i mg-distance; Increased price competition among existing vendors; returns on
mvestrnent in new wireless and lac: i~xchange faCIlIties:

AT&T (T·NYSE)

Price (5/21/96) $63 EPS 1997E
52-Week Range $69-$49 EPS 1996E
Indicated Div $1.32 EPS 1995E
Yield 2.1o/c EPS 1994A
BV/Share (1096) $10.82 Price/1997E
I aJ Excludes SO 74 charge In 3Q and S2.61 charge In \ 096
,b I Excludes SO 12 In charges

'NO T C
ClIO(

i 996- 2000 Growth Ests

EPS Growth If)
DPS Growth (f)
fI Forecasts have been

Technologies

50%
0%

adjusted

(f) $3.95
(f) $3.75

(f) (a) $3.45
(f)(b) $3.13

15.8x

ReI. Val. IS&P 500)
1991·95 PIE 097x
1997 Target PIE I. Ox
Price Target $63

to account for the spin-off of Lucent

la) Excludes SO 74 charge In 3Qand S2.61 ch~ ,n 1096
Ib) Excludes so 12 in charges.
IC) Excludes accounting and l'eStructunng char]; ':S except for ongoing effect
of FASB No 112

TheSIS: Communications revenue growth under
competittve pressure. but operation should be able to
grow profits at a 1Oi1t annual rate in 1995-96 through cost
reduction. 1998 services earnings likely to be flat at best
due to Bell entry into long-distance. Local facilities
strategy unclear. Restructuring expected to be completed
by 3Q96/4096.
3M (Neutral, Medium Risk)

Biggest Concerns: Competitive pressures; effective
reinvestment of cash flow; nearer-tenn entry of the
RBOCs into long-distance.



1996-2000 Growth Ests ReI. Val. (SAP 500)
1991-95 PIE L09x

EPS Growth 7.9% 1997 Target PIE I.Ox
DPS Growth 0% Price Target S35
Thesis. Company is attempting to reposition itself from a
seller of long-distance minutes to a supplier of
applications packages and value-added services such as
outsourcing. This change in focus. if successful, should
Improve the company's competitive and profit potential.
but will take some years to accomplish. Meanwhile. EPS
are under pressure from the dilution of these new
investments. Company's wireless strategy of becoming a
reseller is a gamble. but a reasonable one. 3M (Neutral.
\1edium Risk)

18
~....,.----, .....---::~:::::.I'::"'::r.::r"Il~-' MCI Communicatiom· <MCIC-OTq

Price (Sntl96) $29 EPS 1991E
52-Week Range $31-$19 EPS 1996E
Indicated Div. SO.05 EPS 1995A
Yield 0.2% EPS 1994A
BV/Share (lQ96) $13.84 Price/I991E
(a) Excludes a so 75 charge In 3095.
(1)1 Excludes somE clwie in 4Q94.

I a) Excludes SO 75 charge In 3Q
(b) Excludes an estimated SO 07 charge In 4Q
,c) Excludes SO 07E charge in 4Q

$1.85
SI.73

(a) $1.,55
(b) $1.47

IS.7x

Biggest Concerns: Potential RBOC entry into long
distance, marketing pressure from AT&T.



ReI, Val, (S&P 500>
1991·95 PIE O.87x
1997 Target PIE lOx
NM . Not Meaningful

19
........ lfON-NYSE>

Priu (5/21196) $43 EPS 1997E
52-Week Range 544-$26 EPS 1996E
Indicated Div. $1.00 EPS 1995A
Yield 2.2% EPS 1994A
BVlShare (lQ96) 521.69 PriceJl997E
(I) Exc:IudII SI.77 in c:IIIrpI.(b) Exc:ludeI $0.06 pin.

Ift6.2QOO Qrowth Eats,
BPS Growth (d) 3.5"
DPS Growth (d) 0'*
Price ,.... $56

(d) 52.71
(d) S2.99
(a) S2.84
(b) S2.47

16.Ox

(a) EIICIudII S\.77 in chqII.
(It) I!lldudII $0.06 pia in \Q.
(c:) I!lIcIudII~ pi1lI. aedllI, IIld c:IIIrIes

(d) FonlcutI have been Idjusted to account for spin-off of cellular
operIliGns.

TMsis: Premier telephone company and improving long
distance operations although perfonnance of the latter has
been elTatic historically, However, both business have
extremely strong cummt momentum, Company IS

stI'Itqically well positioned through domestic alliances
with c.ble companies and international alliances with
Deutsche Telekom and France Telecom. Expect earnings to
flatten or decline post-l996 due to PeS costs and Bell entry
into long-distance. 1M (Outperform, Medium Risk).

Bigg,st Concerns: RBOC entry into long-distance; success
of PCS entry; effective implementation of alliances.
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WQrldCom, (nc. (WCOM·QICl

Price (5/21/96)
52-Week Range
Indicated Div.
Yield
BY/Share (1096)

1996-2000 Growth Ests
EPS Growth Id J

DPS Growth! dl
Pnee Target

$50
$50-$24

Nil
Nil

$10.8

20"'c
0%
$49

EPS 1997E
EPS 1996E
EPS 1995A
EPS 1994A
Price/1997E

ReI. Va!. (S&P 500)
1991-95 PIE
1997 Target PIE

$2.23
$1.81
$1.36
$1.04
22.4x

;'liM

lax

I

Thesis One of the nation's fastest-growing long-distance
companies. The key to the company's success has been its
strategy of focusing on distinct segments of the IXC
market. This well-developed strategy, combined with
economies of scale and scope resulting from dozens of
acquiSItions and the company's direct sales approach has
resulted In explosive growth. WCOM's stock has doubled
in a little over a year. and we believe it is fairly valued at its
presenl pnce. 38 (Neutral, High Risk).

Biggest Concerns RBOC entry into long-distance; success
of PeS entry;. continuing earnings momentum.
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Companies mentioned in this report

ALLTEL Corp. - AT (NYSE-S33)
AT&T - T (NYSE-S63)
Ameriteeh Corp. - AfT (NYSE-S59
Bell Atlantic Corp. - BEL (NYSE-$,)4)
BellSouth Corp. - BLS (NYSE-S42
Century Telephone Enterprises - crt (NYSE-$32)
COMSAT Corp. - CQ (NYSE-S30)
Frontier Corp. - FRO (NYSE-S30)
GTE Corp.. GTE (NYSE-S45)
Intermedia Communications of Ronda, Inc.·#· ICIX (OTC-S33)
MCI Communications • - MCIC (0 rC-S29)
MFS Communications Co. Inc.· - MFST (OTC-$36)
NYNEX Corp. - NYN (NYSE-S4T
Pacific Telesis Group - PAC (NYSE·S34)
SBC Communications - SBC (NYS!~-$50)

Sprint Corp. - FON (NYSE-S43)
US West Communications Group - USW (NYSE-S34)
U S West Media Group - UMG (NT SE-$19)
WorldCom Inc. WCOM (OTC-S50

Stock prices as of the close on May Z1,1996

Additional information is available lpon request.

Previous Report: February 28. 1996

Smith Barney usually maintains a market in the securities of this company
#I Within the last three yean. Smith Barney or one of its affiliales was the manager (co-manager) of a public offering of the securities of

this company or an affiliale.
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Indusl' L:pdate and Oudook

lJpdate

• Lnvt.'lhng post-legislation l)fTensiveJdefensive strategies. From the prevJ()usly announced AT&T
brea~, p II to the proposed J1'lierger of Bell AtlantIC and :'I1YNEX, companies are positioning themselve~,

Il)r :11- eased competitIOn and growth opportunitle~ In the post-legIslation world. And, in the first merge'
,)1' It Ind, MFS Commum~:atlons has proposed (0 acqUIre Internet-service pf(wider Ul'NET Whl1e
mam ,f these deals were In works pnor to the bl1l's passage, enactment of the Telecom Act of 1996
has ~iCielerated the pace Vt,' expect these deals Ul have significant ramifications for the industry a:-. I

adapts 0 the dramatic change: augmented bv legislation and technological advancement.

• Large Telcos: Expected stttble to accelerating revenue growth throughout 1996 should lead to
10% earnings gains or beUer for most teleos and GTE. We expect the teleos to generate steady
volume and access line gro\:\I,th when compared tIl the strong first quarter 1996 levels with continued
accelerating expansion In ue-added serVIces such as second lines, caller ID, and voice messaging,
all of which should lead to;table to Improved EPS growth throughout the rest of 1996, Our Buy
rated telcos include: Amedllech, Bell Atlantic, SBe Communications, GTE, and Pacific Telesis

• Long distance companies $hould continue to generate strong revenue and volume growth that
should translate into doubt-digit EPS gains for AT&T and MCI and higher for WorldCom and
Frontier. After a strong first quarter, we look for 1996 revenues for the industry to advance at the high
end of our 8%-9% forecast ']"he catalyst wIll be higher volume revenue and benefits from demand for
new applications such as thelntemet and enhanced data services. We also look for increased wholesale
demand as the RHCs, and crrE In particular, begm to enter the long distance market. Our Buy rated
stocks include: AT&T, MCI Communications, Frontier, and WorldCom.

• Cellular subscriber gains 5,hould remain stable as wireless carriers focus on profitability. We
expect year-to-year subscrib¢T growth 10 continue around 30% for full year 1996, Operating cash flow
margins should increase to flearly 380( on average (versus approximately 36% in 1995) as companies
focus on reducing chum ra!leS and acquiSition costs to produce a better balance between subscriber
growth and profitability

• Competitive access providers (CAPs) continue to build out their networks in new and existing
markets. As the primary beneficIaries of federal legIslatIon and state regulatory momentum. CAPs should
see robust revenue growth as ili('lCaI markets open and the CAPs expand vertically and horizontally. Our Buy
rated CAPs include: MFS Cbmmunications and Intermedia Communications.

Linda B. Meltzer
Micbael W. Hawtborne
Eric W. Ellingbaus

UDS Securities LLC
299 Park Avenue
New York, NY 10171
Telephone (212) 821 -4000

(2I!12) 821-5856
q!12) 821-4333
(~112) 821-6768.. May 31,1996
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Investment Summary
Industry consolidation and
restructuring reflects the
challenges and growth
opportunities of increased
competition

'he telecommunlCatiorh services Industry generally lagged the market in the
Irst quarter 1996 with most of the decline following the February 8th
nactment of the telec,Jmmunlcations legislation. Since the bill was signed
oto law. large telcos have been the hardest hit, down 8.3% relative to the
;&P 500. Long distance companies have fared better, underperforrning by
mly 0.Y7c, thanks In part to the strong price perfonnance by WorldCom. The
,tandouts are the competitive access providers, which we view as the
,trongest beneficiaries of the changes within the telecommunications
ndustry. Intermedia Communications and MFS Communications have
mtperformed the S&P 500 by 110.\ CJc and 10.3%, respectively.

Following the enactment of telecom legislation. companies are unveiling
;heir strategies to meet the challenges of open markets and increased
.:ompetition. While AT&T is focusing on core telecommunication services
by sel1ing or spinning off business units - Lucent Technologies, NCR and
AT&T Capital - other companies are combining to gain from scale and
scope. Going forward in a post-legislative world, we anticipate greater
stock selectivity among individual names as strategic differentiation
increasingly separates winners and losers. Rather than selecting one
Industry segment over another, we remain focused on individual companies
that combine key favorable attributes within their respective segments, such
as revenue and earnings momentum, ex.posure to fast-growing businesses,
and cost containment. as well as market differentiation, brand recognition.
and competitive pricing.

Table 1: Buy-Rated Stock Prices & Pri('e Targets

Current 6·12 Month EarnilllUi Per Shue PIE Ratios Div
Company Ticker Price Tar2et 1995A 1996E 1997E 1996E 1997E Yield

Amentech AIT $56.50 $71 HI 380 420 14.9 13.5 3.8%

Bell Atlantlc BEL $62.50 $80 388 430 4.70 14.5 13.3 4.5%

GTE Corporatlon GTE $42.63 $54 2.61 2.90 3.23 14.7 13.2 4.4%

Pacific Telesis PAC $33.25 $40 2A6 2.63 2.45 12.6 13.6 3.8%

SHC Communications SSC $49.38 $63 3.08 3.40 3.80 14.5 13.0 3.5%

Frontier Corporation FRO $32.13 $40 135 170 2.00 18.9 16.1 2.6%

MCI Communications MCIC ~,29.13 $40 1.55 170 1.90 17.1 15.3 0.2%

AT&T T $62.38 $80 330 3.70 4.10 16.9 15.2 2.1%

WorldCom Inc. WCOM $48.88 $62 1.36 1.80 2.35 27.2 20.8 0.0%

AlrTouch Comm. ATI ~,31.88 $40 0.27 0.32 0.53 NM NM 0.0%

US West Media UMG 5-18.88 $28 012 0.05 (0.65) NM NM 0.0%

Intermedia Comm. (I) ICIX S35.00 $44 0.07 <0.65) (0.55) NM NM 0.0%

MFS Communications ( I) MFST $34.75 $51 (0.76) (0.18) 0.40 NIM NM 0.0%

(I) leIX ud MFST represent operatin, cash flow per share.
Tarlet prices are based on relative PtE multiples to the S&lP !OO. except where a sum-of-the-parts or DCF valuation Is used.

Estimates for AT&IT are for continuing operations only.
Current PrIces as of !/31196
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Table 4: TeI«om Universe Matrix

51.11196 I.OCAL LONG DlSl'ANCI': ('AI'S Wlr~ks./()tMr

COftB.w-: All' BEl. BLS Nl'N PAC SBC IISW Gn: FRO MCiC T H)N WCOM lUX MFST UMG ATI

Lo..1 T T T T T T T T T E t: t:

Loo, Dos""",. t: T T T T T t: t: t: I

W...less T T T T T T T T E T TIE T T

V,d.o/E....m'n......' E E E t: t: t. t: t: E t: T

A1lanlll;•• T.lePhooy t: t: E E t: [ T T t:

Inle&f_d T.lephony Svc t: t: [ [ t: t: t:

Re,'onal T T T T T T T 'r

National t: t: 'r t: T T l' T T r T

<Tcl-E-c~t"ffi L-e"'T==-bttCcf~ -fflT-;-iF.' ~ - , !! !! , -- - ~~ H -M ! < ·
ReliooallNalitmal &:tMltJmy + + + + + II + II II + + + + +

ReI.I••o,,, Cllma,e + II 1/ II + II + + + II + NA + + NA NA

Coml'••i1,on + + 1/ + II + + 1/ 1/ + + + + +

Cult SInM:IUre + + II + II + II + + II II + + +

Wlrck51 + + + II NA + NA + + + NA NA NA + ·
Global E....",.r. II + + NA + NA + + + + II NA II + +

EBITOA Mar.," I'J'J6E JIU'r< 44,6'7< 44Y~ .1'I.Y'7c oW,7', 41.8'7.- 4~,7'~ 4U~ 125.3% 2U% 24.7'r< 21,7'1, 17.1'71> T ~1U.Yy, -l.lV'i JI.1J€7l 2U'l\

lo.,cr "1...10 I'J'J6E nl" 24,7'7c 25,~·' IY,-I~ 14."'~ I 2.... ·~ 24.11"" 27,1 '1, 111,1'lI- 12.~'lI- I".~t"", 11.1"1.., ..PJfl(. I -JU.~P* -2.. .4'1/' I 11.4"7,. 7.. 1'"

1'I'J5·_E Grow.h Ib'a

Revenues 1I'l1- 5·..... ~'l\ 4'l\ 2~ elle -4 ':, ~'7... ·Al~ 15% 12"" I~ 8~7, II'" 4U f -i'r, 45';1- lU1;'t 2~(:'(

EBITOA 111% 1'1, 7'" 5'\ 5'7c 8'\ ~fl( Ut f7
" 12% I~'f< 14'1< I'~ lIllie. 4tt~y(- 4~'Y, 2S(I!, ~J'f£

E.m,n•• 111% II'''' 7'l1- ,,"".., 4'1\ IU'~ 51~ IU"r 17.,. 14'l1- 12"" 7 t1lt Jll'l\, Nil Nat lUf;,. 25'1,

OlVld..... 4'l1- 2j~, 1I'f< 11'1< 1I'1f .a'7,. (1'7, 1'l\< 1.5% II.,. II". U'iI Nil Nil Nil Nil NU

T..... e.. 01 IDI,.,.,

PIE%E 14,Y '4.~ 16.•1 12,1 12.6 14.5 I,Ll 14,7 'I.Y 17,1 16,11 14.4 27,2 NM NM NM NM

PlEY1E IJ.~ 1.1.3 14.' 11.1 1J.6 1.1.11 12,4 1J,2 16.1 15.J 15,1 14.6 211,1 NM NM NM NM

OlVldend YKid .~ I J.'''' 4,6% I J.5% 5-1% J.I'" j.5'7r 6,6'l1- U ... lh% 11.2% 2.1'lI- 1.4% ".U'7.. I t1.U°1r U.H I 7, U.U~ n,U% I
PIOCFWlE 6.6 6,11 5,7 5.5 4.1 6.J 4.1/ 5.Y 1.4 5.' III.~ 4.11 11.5 NM NM 12.1 17,9

P/OCFII1E '.11 5.7 5,J 5.1 4.5 5.1 J.7 ~.4 7,2 5.2 '.4 4.J 11,4 NM NM B 13.3

Targe. Valua.ions . R.I PIE 1.111 UII 1.1/5 II.'~ 11.11I1 UII 11,11I1 UII U~ . . II,Y5 LWI I)('t' "Ct· . ·
12·"'-T-, Pncc 711.' 7'1.Y 44.4 51.7 411.11 6.1.1 n.J 53.11 4I'.J 4U.II 11I.11 46,6 62,~ 44.11 51.11 28.11 41UI

C....eat Price 56.5l1 61.511 411,75 4fl.1J JJ.25 4Y.3I l2-511 42.LI JUJ 2II.1J 62.31 42.JI 4'.11 .I~.INI 34.75 18,81 31.11

Toeal Return 'iI> 21.'% JB% 12,4"- 17.2'70' 24,1'lI- 31,5'1, 21.2'1, 341.11% 21.1'70' JB'1\, 341,4% 12,20/, 27 Yo/, 25,70/, 46,I'V, 41,30/, 25,50/,
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I n" "eon itin "'llIit~ Ih'l'a.-d.

()utlook for 199tl

"\ rl'l 'ht, "':11:.', kl '1111'\1. C,lt 1!1I ;':,~I,I.1Li\ln u'lmpleted, the arduous task
>t itnplernclll.lilllli ,I,' 'l't',un l'h, 1.,1 rn"1) or Notice (,( Proposed
Rukrnakrng r.~2,Hllir 1l1,'!",mneCII<HI ,Hhl llet\A.Ofk unbundling has been
,ldoptl'lI dlld [h' Fe'll [(lung I "nllTlenh ,md gUIdance from IIldustry
pI.l~ eh WI: l'\ !'eel IJ,' "rdt' r cd bt:? rc 1,'.JSt:d h /,ugust 1'> Compamt:?s are nOl:
ct.Jnd'llg "\ 11I1'. ~UI h.l\ h,·guTl I" pn'11111n tht:?n1st:?hcs IT1 antICipation of
ncrt'Jsed competltw' dnd gro\A.th 11pportunItIeS While we had expected

Industry restructuflnt', I AT&T) ,md dmsolidatlon I, BEUNYN. SBc/PAC,
\1FST/UCl\T I to ()C, UL the accelerated pace has been remarkable, We look
tor further tndustrv consolidation through (.Jkeovers, partnerships. and
,llllances,

We expect stable to better EPS
growth with possible upside
surprises for the larger telcos

Lon, distance carriers should
IHnejil from decreasing access
cluuges, increasing international
volume, and increasing demand
for new applications such as the
Internet and enhanced data
services

We expect wireless companies to
increase profitability by reducing
churn rates and acquisition costs

Large Telcos (RHes/GTE) - Following a stronger than expected first
quarter. the 1996 outlook IS bright. The group has shown increasing
fundamental strength with stable to accelerating revenue growth translating
Into double-digit earnings growth for most of the Bells and GTE. We see
these trends of stable to better EPS growth continuing throughout 1996
due to steady volume growth, reduced pricing changes (i.e., fewer
mandated price cuts), and productivity gains. Upside surprises could
result from a greater proportion of the teleo group's volume, revenue. and
earnings growth coming from value-added services and wireless services.
which showed considerable strength in the first quarter.

Long Distance· Exceptional first quarter results were driven by increasing
volume and revenue growth. We expect this trend to continue as long
distance carriers benefit from demand for new applications (i.e .. Internet,
enhanced data services). which stimulate higher volumes. reduced access
pricing from the local exchange carriers. and increased international volume.
which is growing at twice the rate of domestic markets, We are looking for
10%-11 % average weighted industry volume growth. relative pricing
stability with 2%-Yk price reductions. and improved profitability as carriers
benefit from reduced interconnection costs, As the Baby Bells and GTE take
their first steps in the long distance market primarily as resellers. we look for
WoridCom to be the main beneficiary of the increase in wholesale demand,
GTE. in an agreement with WoridCom, is already offering long distance in
eleven of its states and expects to be in all twenty-eight of its states by year
end,

Wireless· Increased wireless competition expected in 1996-97 will likely
result in a greater emphasis on targeted pricing plans, a reduced cost
structure. and improved profitability, Although historically the wireless
industry has not been subject to much price elasticity, we believe it may
become more apparent in 1996, Also. we expect carriers to seek better
distribution channels. which will increase profitability. reduce chum. and
lower gross acquisition cost per subscriber. After strong first quarter results.
we continue to look for growth in the 28%-30% forecast range for domestic
cellular subscribers. while international growth should trend higher. We
expect cellular revenues to grow 20%-25% and operating cash flow margins
to remain relatively stable in the 35%-40% range. Importantly. wireless
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